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At 5:00 p.m. today Governor Arnold Schwarzenegger delivered his first State of the
State address to a joint convention of the Legislature. The speech essentially
highlighted his major themes and priorities for the first year of his administration. A
copy is attached.

The Governor emphasized that improved economic growth and job creation were
essential for turning California around and eliminating the State’s budget problem.
Indeed the Governor designated himself the State’s job czar and said he would travel
the world over to find jobs for California. The key to success would be a major reform of
the workers compensation system and he challenged the Legislature to approve reform
by March 1, 2004 or he would put his proposed reform on the November ballot, He
also called for improving the state’s business climate by addressing the crisis in
unemployment compensation and assuring affordable energy for California businesses,

The Governor offered few details on the FY 2004-2005 budget which he will propose on
Friday. He did indicate that the projected shortfall is $15 billion and will require cuts in
virtually every area of the State budget. Given the dependence of counties on the State
budget, perhaps the most significant part of the Governor’s speech were his strong
statements opposing tax increases as “the final nail in California’s financial coffin” that
“will destroy.. .jobs and revenue.”

Other priorities touched on in the Governor’s approximately 30 minute speech include
his commitment not to reduce education funding (despite reports that K-14 education
will receive $1.5 billion to $2 billion less under the Governors proposal than current law
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would provide), protect California’s environment primarily through environmentally
friendly technologies rather than regulation, and radically restructure State government
to eliminate waste and fraud. In addition, in his opening remarks and in the tone of his
speech, the Governor emphasized that bipartisan cooperation and compromise were
essential,

In the Democratic response, Senate President pro Tempore John Burton and Speaker
Herb Wesson indicated that while significant budget reductions will be necessary to
close the budget gap, they intend to protect the poor, the elderly, the blind and the
disabled. In particular, they stressed that additional revenue, i.e., a tax increase, would
also be necessary.
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ateof tht.State Addrgs~
Governor Arnold Schwarzenegger
January 6, 2004 - -

Lieutenant Governor Bustarnante, SpeakerHerb Wesson,
president ~ro Tern )rshn Burton, SenateRepublican Leader
Jim Brulte, AssemblyRepublican Leader Kevin McCarthy,
SpeakerDesignateFabian Nunez,Distinguished Members of
the Legislature, Chief Justiceof California Ron Georgeand
AssociateJustices,Members of the Board of Equalization, my
fellow Constitutional Officers, esteemedCabinet Secretaries,
friends, my fellow Califorhians, and last but riot least,the First
Lady, my partner,and the love of my life, Maria Shriven

Peoplehavesaid to me, ~Arnold, isn’t it a terrible burden
beinggovernor at a time of such crisis?” -

I tell them, no,not at alL I love working for the peopleof
California. It is better than being a moviestar. It givesme
greatjoy andsatisfaction, 1 am honorSto do this workfor
the people.

- I am optimisticaboutourstate. -

The state of our statewill soon be strong~becauseour
people and our purposeare strong.

We have a new Spirit, a new confidence, We havea new
common cause in restoring, California to greatness.

Isaw greatnessachieved only threedays ago, when the rover
ttSpirit’T landed on Mars, I want to congratulate the many
talented scientistsat NASA’s Jet Propulsion Laboratoryin
Pasadena,California, who have demonstratedonceagain that
wehere in California are the launching pad for the
extraordinary~
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Now let usdo theextraordinary~ -

Tonight I will talk aboutthe j*bgrSssWe’ve made,the
problemswe haveyet to overcome, and the path we will
follow to overcomethem.

I haveno doubt that together~Californians are more than a
matchfor the challengesweface~

I feel good because I believewe have made progress in
rebuilding the people’s trust in their government.

The first thing 1 did asgovernor wasto repeal the tripling of
thecar tax

This massivetax increasewasa’ desperateactof a
governmentout of control

That could not be allowed to stand.

Repealingthat illegal tax increasé’wasthe right thing to do,

During the campaign I promised that cities and counties

would not bear the costof the repeaL

It would be irresponsibleof the stateto takethatmoney

away from countiesand cities.

That is why I actedto keep the moneyflowing for firefighters

and police;
They did not raisethe car tax, and they should not bear the

burden of its rollback

Together, we in this chamber repçaledSB 60,whIch
endangeredthe very integrity of the California driver’s
license.
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Rescindingthat law wasthe right thing to do. And I thank -

---- you-foryourbipa~isanSUPPD~,

Together,we put measureson the March ballotthat, if passed
by the people,will saveourstatefrOm a.Junebankruptcy.

June is the month when billions of dollars in past loanscome
due and the financial houseof cardsbuilt over the last half
decadeis setto collapse.

When individuals overspendthemselvesinto trouble, financial
counselorsoften tell them to consolidatetheir credit card
balancessothey canwork their way out of trouble - andalso
tear up their credit cards.

That is what our California RecoveryPlan is aft about,

We took the debt we inherited from the previOus
administration, the debt that threatensus with bankruptcy,
and we-rolled it into-a 15 billion dollar recoverybond.

Then we tore up the creditcard,

We passeda balancedbudget amendment.

And we created a rainy day fund for future hard times and
emergencies.. -

Neveragain will governmentbe allowed to spendmoney it
doesn’t have.

Neveragain will the statebe allowedto borrow moneyto pay

its operating expenses. -

You in this room havedonethat for the peopleof California.
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No one heregot everythinghearshewanted..We -

-- tomptOth1~èd~ThiS, too,~iâSthe right thing to ~do.I thank
you and I congratulate you. - -

Plow I ask you to join me in gettingout themessagethata
“yes” voteon thesemeasureson the March ballot is
absolutely critical to our financial future.

The alternative is economicchaos,

In a bipartisan effort to help our citizensunderstand how
important this bond is to California, I am proud to saythat
our StateController, SteveWestly,a businessmanand
financial leader,will be co-chairing with methe California

Recovery Bond Committee.

With passageof the-semeasures,wewill have dodgedthe
first bullet, the 2003-2004budget deficit.

-- But the secondbullet - thesecondfinancial crisis- hasalready
left thebarrel and -is headedright at us.. -

I am talking about the 2004-2005budget deficit - which is
another staggering 15 billion dollars. - -

The 2004-2005budget, which begins3uly 1st,is the onethat
we must now negotiate. -

Thesehugebudget deficits arethe aftershocksof past
financial recklessness.

Whathappenedis this. - -

Overthe lastfive years, the state’sIncomeincreased25
percent, but spendingincreased43 percent.
This was irresponsible.
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Thefact of the matteris thatw~donothavea taxcrisis;we -

dbhàr havea budget crisis; wehave a spending crisis.

We cannot taxour wayout of this problem, More taxeswill
destroywhat w&re trying to save- jobs and revenue.

Jobs bring revenue to the state, and revenueallows us to do
the right thingsfor education,for the environment, for the

disabled, the elderly and aft thosein need.

A taxincreasewould be the final nail in California’s financial
coffia. -

The people of California did not electmeto destroyjobs and
businessesby raisingtaxes, -

1 will nat make matters worse,

- We have no choice but to cut spending,which is what caused

the crisis in the first place.

Theseare cutsthat will challengeus alL

Butwe cannotgive whatwe do not have,

If we continuespending and don’t make cuts, California will
be bankrupt. - -

And a bankrupt California cannotprovide servicesto anyone.

Members of the Legislature,you will receivemy proposaS In
the days ahead. -

Theseare proposals that leadership requires,economics
demands,and the public expects.

Thesecutswill not beeasybut they will notbeforever. -
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- Jat~moveqtdcklyto pctthe:excessesof tl~.pastbehindus
and get on with thepromisethat beckons beforeus. -

X would like to thank all thoseIn the laborcommunitywho are
working with usto do just that, - -

I would like to thank those in theeducationcommunitywho
are working with us to allow the state to save money while
still increasingperpupil funding, -.

Everyonemustplaya part in this, - -

I respectthe sovereigntyof ourNativeAmericantribes,and I
believethey also respectthe economicsituation that
California faces.. In the next coupleof days,1 will announce
ournegotiator who will work with the gamingtribes, so that
California receivesits fair shareof gaming revenues.

Every cloud has a silver lining. The good news is that the
spending crisis forces us to bring badly needed reform to
government. -

Althoughthetransitionwill be difñcult~in the end we will
havea leaner,moreefficientarid moreresponsiveState
government.- - - -

A necessaryplaceto startis education.- -

We mustmakebetteruseof themoneywe spendon schools,

My proposalgetsmoremoneyinto the classroomandthus
inc~easesperpupil funding. -

First, we mustgive local schoolsthepowerto meetthe
specificneedsof their own communities.

We cando this by consolidatingtwo billion dollarsof
categoricalprogramsandcutting thestringsto Sacramento.
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Thiswill give schoolsthefreedomto spendthe moneyasthey
- not Sacramento bestseefit to servethe children~.

Second,schooldlstric±sareforced to spendon average10to
40 percentmorethannecessaryon norn’classroomservices.

We mustgive local schoolsthefreedomto be costefficient.

Onewayto do this is to repealSB 1419,the law that Prevents/>
schoolsfrom contractingoutservicessuch asbusing and
maintenaflCe~ - - -

This Will free up moremoneyfor textbooksandothervital
classroomneeds. - -

In the last two years,collegefeeshaveincreasedover40
percent - - -

- - We mustendtheboom-and-bustcycleof widely fluctuating
feeswith a predictable1cappedfee policy for collegestudents
andtheir parents. -

And wemust limit feeincrea~esto no snorethanten percenta
year.

a Like ourK through 12schools,our collegesand universities
mustalso share the burdenof the fiscal crisis, but we must
work to expand the dreamof college.-

And we must not let- thedreambypassourCentral Valley.

That is why my budget will fund tiCs tenth campus-

UC t4erced. -

We cannotafford wasteandfraud in anydepartmentor
agency. -
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Everygovernorp~pos~moving boxesaround-to:reQ~anIze
government, -

I don~twant to movethe boxesaround;I want to blow them
UfJ. - - - { - -

The ExecutiveBranch of thls~governmentis a mastodon
frozen in time and about as !esponsive.

This is not the fault of our public servantsbut of thesystem.

We havemultiple departmentswith overlapping
responsibiJitlea.I sayconsolidatethem. -

We haveboardsandcommis~i5nsthatserveno pressing
- public need. I sayabolishth~m. -

We havea statepurchasingjrogramthat Is archaicand
expensive.I saymodernize it.

I plana total reviewof government- its performance,its
practices,its cost.

Some of the recommendedactions,I will makeby executive
order.Somewill requirelegislation. And somewill need
constitutionalchange. -

* I want your ideasand themoreradical-thebetter. - -

And to CallforniWs stateemployees,I want to thankyou for
your hardwork undertrying circumstances.

I Wso-wantyour ideas,becauseI want to giveyou freedomto
do your jobs in creativeways. -

Now, in addition to restoringour stat&s financesand
responsiveness,we mustrestorethestateTsbusinessclimate.
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- - - -Creating and retainingjobs-Sandthebusinessesthat-provide

them - must be a priority of this Le~is1ature.

Jobs provide a solid foundation for families.

Jobsadd revenuesto the statebudget. -

Jébsgive stability to oursociety. -

Jobs. Jobs.Jobs. -

The more jobs the better. - - -

I am going to become Californl&s Job Czar. -

I’m qoing to travel the nation and the world to find those
jobs. -

I~mgoing to say, “Come to California. Comedo businesshere.
Buy our fantasticproducts. Visit our special attractions. Hire

- our workers, who arethe most productiveIn theworicka

I am a salesman by nature. And now most of my energieswill
go to selling California, and Californiais theeasiestsell I’ve
everhad.

But we haveto fix the stht&s businesscliniate, And we must
startwith workers’ compensationreform.

Our worke& comp costs are the highest in thenation - nearly
twice the national average.

california employersarebleedingred ink from the workers’

campsystem.

Ourhigh costsaredriving awayjobs andbusinesses.

My proposal brings California’sworkers’ comp standardsand
costsi-n line with the restof the country.
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-to-healinjured workers, it emphasizesthe importanceof
healthcareanddoctorsratherthanattorneysandjudges.

It requiresnationally recognizedguidelinesfor permanent

disability. - -

And It providesfor innovativeapproaches. -

I call on the Legislatureto deliver realworkers’ compreform

to my deskby March 1st Modestreform is not enough.

if modest reform is all that-landson my desk,I amprepared
to take my workers’ comp solution to the people. It will be on
the Novemberballot. - -

- This yearwe also have the highestunemploymentinsurance
costsin the nation, Our systemIs flat broka

Sothatpeoplecouldgettheir checks,lastmonth I hadto ask
Washingtonfor a billion dollar loanto bail usout

Unemploymentcheeksarean irnpàrtantsafetynet.

We must fix thesystem,and I needyour help.

California’s approachto energy is anotherbarrierto jobs and -

economicgrowth. - - -

We havea flawed regulatorystructure.

Ourbusinessespayenergyratesnearly twice ashigh asthose

IA otherwesternstates, -

In California,wehavethirteendifferentstateenergy

agencies. - -

Something~swrongwhen it’s easierto createenergy
agenciesthanpowerplants. -
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California’s energycriths is notover; - -

If we do not actnow, Californiawill faceenergyshorthgesas
earlyas 2006, -

To preventthis, we roustreformthewholesale-powermarket
to attractnewenergyinvestment, - - -

We must reformthe retail marketsil largecustomerscanget
competitiveprices.

And we must renegotiatethosehigh-pricedelectricity -

contractsthat lockedus into energypricesat the market’s
peak. -

Closelyconnectedto energyis theenvironment,

And while we are promotingjobs,promotingCalifornia,
I am alsogoing to promote our commitment to the
environment -

I am going to encouragethe building of a hydrogenhighway
to takeusto theenvironmentalfuture.

£ amgoing to encouragebuildersto build homesusingpartial
solarpower. - -

tam going to createa GreenBankto makeloansto retrofit
old, energy-inefficientbuildings.

I intendto showthe world that economicgrowth andthe

environmentcancoexist,

And if you want to seeit, come to California.

Duringthe campaign,I saidthat I would makesurethat
Californiagot its fair shareof federaltax dollars.
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Thecongressionaldelegationsof qtherstateswork together
to bringhàmefederaldollars,but thethvisionsin California
havebeentoo deepto do that effectively, - - -

Zn December,however,we heldah~stoticmeetingin Palm
Springs. - -

At a bipartisanretreat,the Californiacongressionaldelegation
and I agreedto put partyand district boundariesasideand
speakwith oneunitedvoice in WashiOgton. -

Weagreedto fight side-by-sideto get morefederaltax
moneyfor homelandsecurity,criminal aliens,water
resources,highways,andotherneeds. -

Let metell you anotherareawherewe mustcooperate.

California~snavalfacilities, ourair bases;our supplycenters,
ourtraining commandshavehelpedour nationproducethe
besttrainedandequippedmilitary in theworld.

I was in Ba9hdadlastyear. I metsoldierswho call California

home. I metsoldierswho trainedhereandservedhere.

California hasa proudhistoryof military support.

ThePentagonwill makethe next roundof baseclosuresin
2005. ThIs could meanthousandsof lostjobs to California.

Thesebasesareimportantto the nationaldefense,andthey

areimpoftant to oursteadyeconomicrecovery.

As a state,we will fight to keepourbasesopen,

We Californiansneedto work togetheratall levelsof
government.In thedaysandweeksah~adwe havedecIsions
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comingat us thatarethe mustdifficult any legislatoror
governorhasfacedin the historyofourstate,

Wehavedecisionsapproachingthatwill inflanie passionsand
potentially create division.

i want to tell you a true story that -relatesto this,

During the terrible fires that burned California, I went to the
funeral of StevenRucker, the firefightel- who died in the
serviceof his fellow citizens.

lie left behind a wonderful wife, two children and
heartbroken parents. -

After the service,I saidto Steventsmotherandfather,
“If thereis anythIngI cando for you, pleaselet meknow?

His father looked at me for a few seconds~.and in his grief
with tears in his eyeshe said, “Arnold, if you really want to do
somethingin honor of my son, go to Sacramentoand stop the
politiciansfrom fighting. Stopthe flghting~It’s hurting the
people and destroyingour state?

Ladiesand gentlemen,Jetusrememberthosewordsin the

days andweeksahead. -

Let us remember the greater good of California.

I remaina greatbelieverin thefuture of this state.

I did not Seekthis job to cut... but to build~

I did not seekthis job to presideoverthe declineof a dream

but to renewit.

PresidentReagansaidthat empireswereoncedefinedby
land mass~subjugatedpeoples,andmilitary might.
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But America,hesaid,is ~an empireof ideals,”

California, I believe,is an empireof hopeandaspiration.

Never~nhistory havesuth big dreamscometogetherin one
place.

Never In historyhassuchanarrayof talent and technology
convergedat onetime~ - - -

Never in history hassuch a free and diversecommunityof
people lived and workedunder one political system. -

This is a wonderful place California this empireof

aspirations.

Great things canbedoneIn California,

Ladies-andgentlemen,Let ushelpCaliforniansdogreat
things. -

Thankyou-very much~ -


